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******* * * * *  *** * * * *  * ***************  Person te C o n  tact: 
** ******* * * * * * * *  * * * *  * * * ***********  
* * * * * * * * *  **** *******  Ccln tact Telephone Number: 

******* **********  
Refer  Reply t o :  
**** *****  

Ec_E.ET_I_EIE.?-.-MA_I.C 

Dear App l i can t :  

We have considered your a p p l i c a t i o n  f o r  tax-exempt s t a t u s  under 
s e c t i o n  501 ( c )  ( 3 )  o f  the  I n t e r n a l  Revenue Code. 

The evidence presented d i sc losed  t h a t  t h e  Corporat ion was 
incorpor-ated i n  t h e  ****************** **  *****************  on *********  **  
***** . 

The Corpora t ion  i s  a  Co-operat ive of  A r t i s t s  and i t s  purposes 
a re  t o  p rov ide  educa t iona l  and c h a r i t a b l e  se rv i ces  w i t h i n  t h e  
meaning of s e c t i o n  5C)l l c )  ( 3 )  of t h e  Un i t ed  S ta tes  I n t e r n a l  
Revenue Code o f  1954, as a m m e d d d d . t h h o o q h h t b ~ e e e u a ~ n ~ ~ e m m a k t . ~ . a d d  
promotion o f  t he  a r t s ,  p a r t i c u l a r l y  the  v i s u a l  a r t s ,  b u t  a l s o  
t h e  l i t e r a r y ,  mus ica l .  and per forming a r t s .  

The o r g a n i z a t i o n ' s  membership c o n s i s t  o f  t he  f o l l ow ing :  

Ga l l e r y  A r t i s t s .  J o i n e r ' s  f ee  i s  8******** and monthly dues a r e  
$ * * * * * * .  They a re  e n t i t l e d  t o  a  f o u r  week s o l o  show w i t h i n  
approximately 18 months o f  j o i n i n g ,  and may p a r t i c i p a t e  i n  group 
and exchange shows t h a t  a re  orqanized throuqh t h e  g a l l e r y .  Each 
a r t i s t  ma in ta ins  an a r t i s t s  book w i t h  s l i d e s  and back-up 
i n fo rma t i on  made a v a i l a b l e  t o  cu ra to rs ,  c r i t i c s  and the  p u b l i c ,  
by the  D i r e c t o r .  Ga l l e r y  A r t i s t s  share g a l l e r y  a d m i n i s t r a t i o n  
du t i es ,  a t t e n d  monthly business meetinqs, g a l l e r y  s i t ,  and 
p a r t i c i p a t e  i n  mther miscel laneous a c t i v i t i e s  t h a t  a re  planned. 

A u x i l i a r y  A r t i s t s ,  l i k e  Ga l l e r y  A r t i s t s ,  is open t o  a r t i s t s  who 
work i n  a l l  d i s c i p l i n e s ,  i n c l u d i n g  New Genres, I n s t a l l a t i o n s ,  
F i lm,  Video, and C r a f t s  ( c r a f t s  a r e  n o t  considered f o r  G a l l e r y  
A r t i s t s ) .  A u x i l i a r y  A r t i s t s  s t a t u s  has been created as an 
a l t e rna t . i ve  t o  Ga l l e r y  A r t i s t s  s t a t u s  f o r  a r t i s t s  who wish t o  
e x h i b i t  i n  a  v i s i b i l i t y  area. b u t  due t o  l o c a t i o n ,  t ime, money, 
o r  na tu re  o f  t h e i r  work f e e l  t h a t  Ga l l e r y  A r t i s t s  s t a t u s  i s  
i napp rop r i a te .  Dues o f  $***********  e n t i t l e s  t he  A u x i l i a r y  A r t i s t s  
t o  a  f ou r  week s o l o  show i n  t he  " * * * * * * * * * * * * * ************* * * * * * * * * "  
scheduled a t  t he  a r t i s t s / g a l l e r y l s  choice.  A u x i l i a r y  f i r t i s t  
r ece i ve  copy on ly  i n  t he  Ga l l e r y  Guide, and t h e i r  s l i d e s ,  resum= 
and o the r  p e r t i n e n t  i n fo rma t i on  i s  made a v a i l a b l e  t o  t he  p u b l i c  
and buyers, by t he  D i r e c t o r ,  f o r  one year from the  solo show. 
With t h e  except ion o f  a s s i s t i n g  i n  hanging of t h w i r  show and 

r-esui red.  



Firzctciate A r t l s t z .  a r c  c l rn i iat -  i n  ~~'et-., . , ,  w a y  t~ &~:. : i l  iar5:/ : / r t i s t c ,  
e:.::eot f o r  a l esser  fee, %************* Plhicrl e n t i t l e s  t h e  Usc,ociate 
P r t i s t s  t o  a f ou r  week aroup show i Z - 4  person) i n  t he  
'********  * * * * * *************** * * * * * * * * "  . 
The o r ~ a n i z a t i o n ' s  a c t i v 1 t i . e ~  cons i s t  o f  sponsorinq events, such 
as e x h i b i t s .  pet-formance and musical  events and l i t e r a r y  
readinas.  A l l  a re  open f r e e  t c ~  the  p u b l i c ,  bu t  works o f  member 
a r t i s t s  may be purchased a t  p r i c e s  s p e c i f i e d  by t h e  s.aid 
a r t i s t s .  

F i n a n c i a l  i n fo rma t i on  submit ted bv the  o rqan i za t i on  i n d i c a t e s  
t h a t  i t s  suppor t  i s  from membership fees. membership i n v i t a t i o n  
fees, commissions on s a l e  o f  ar tworks,  q a l l e r y  r e n t a l  fees,  
t e n a n t ' s  r e n t  and miscel laneous income. I t s  disbursements are  
f o r  a r t i s t s  commission, advert is in^. r e n t ,  ta:.:es, e l e c t r i c i t y ,  
telephone. postage. copyinq, openina supp l i es .  director's fees. 
supp l ies ,  miscel laneous, i r ~su rance  and p r i n t i n a .  

Sec t ion  5 0 1 ( c ) ( Z )  o f  t he  Code provides,  i n  p a r t ,  f o r  t he  
exemption from Federal  income tax o f  ot-qanizat ions orqanized and 
operated exc lus i ve l y  f o r  c h a r i t a b l e .  r e l i g i o u s .  s c i e n t i f i c  o r  
educat iona l  put-poses, no p a r t  o f  the  n e t  earn ings o f  which 
i n u r e s  t o  t h e  b e n e f i t  o f  any p r i v a t e  shareholder o r  i n d i v i d u a l .  

I n  order  t o  q u a l i f y  under I R C  5 0 l ( c )  ( 3 ) .  an o r a a n i i a t i o n  must be 
bo th  "organized" and "operated" e x c l u s i v e l y  f o r  one o r  more 
purposes s p e c i f i e d  i n  t h a t  sec t i on .  If t h c  o rqan i za t i on  f a i l s  
t o  meet e i t h e r  the o r q a n i z a t i o n a l  t e s t  o r  t he  ope ra t i ona l  t e s t ,  
i t  i s  n o t  exempt. R e .  c - l a ( 1  The 
o rgan i za t i ona l  t e s t  r e l a t e s  t o  the  r u l e s  f o r  uoverning an 
o r g a n i i a t i o n  and the purposes s ta ted  i n  i t s  a r t i c l e s  o f  
o rgan iza t ion .  The ope ra t i ona l  t e s t  r e l a t e s  t o  t he  
o rqan i za t i on ' s  a c t i v i t i e s .  

Sect ion 1 . 5 0 1 ( c ) ( . 3 ) - l ( c ) ( l )  o f  the  Requla t ions s t a t e s  t h a t  i f  
more than an i n s u b s t a n t i a l  p a r t  o f  an o r g a n i z a t i o n ' s  a c t i v i t i e s  
is n o t  i n  fur therance o f  exempt purposes, t h e  o rgan i za t i on  w i l l  
n o t  be regarded as exempt. 

I n  B e t t e r  Eccziness Bureau v.  U.S ... 326 U.S. 279 (1945), t h e  
Supreme Court  s t a t e d  t h a t  t he  presence o f  even a  s i n g l e ,  
non-exempt purpose, i f  more than i n s u b s t a n t i a l  i n  nature,  w i l l  
de fea t  exemption under Sect ion 5 0 1 ( c ) ( 3 )  o f  the  Code, r ega rd less  
o f  t h e  manner o r  importance o f  the  t r u l y  exempt purposes. 



Secl:iun 1.501. i c:) i 3 )  -:Lid'~ ( I )  I. i l  ) of tihe G.!ea~~.lai:iancc D ~ - Q \ , / ~ ~ E E .  in 
 art, that an orqanization is nat orsanized o r  operated 
exclusively for one er more of the auraoses mentlon~d in section 
5 ( 5 1 i c ) ( 3 j  o f  the Code Lrnless it serves a public rather than a 
~rivate interest. An orqanization may not be exempt if it is 
operated for the benefit of private individuals. 

Section 1.5(:)lir)(3)-l(d)(2) of the Fegulations provides that ,the 
term "charitable" includes relief of the poor and distressed, 
advancement of education and science and the promotion of social 
welfare desianed to accomplish any of the above purposes. 

Section 1,90l(c)(3)-l(d)(3) of the Kequlations provides, in 
part. that the term "educational" relates to the instruct.ion of 
the public on subjects useful to the individual and beneficial 
to the community. Museums and schools are included in the 
examples of educational orqanirations which, if they otherwise 
meet the requirements of section 5(3l(c) ( 3 )  o f  the Code, may 
qualify ur,der this section. 

Section 1.50l(c)(3)-l(b)(4) of the Regulations states that "an 
organization is nst organized exclusiveiy for one or more exempt 
purposes unless its assets are dedicated tc an exempt purpose. 
An organization's assets will be consideret dedicated to an 
exempt purpose, for example, if upon dissolution, such assets 
wo~tld, by reason of a provision in the ot-qanj-zation' s articles 
or by operation of law, be distributed for one or more exempt 
purposes, or to the Federal government, or to a State or local 
government, for a public purpose, or would be distributed by a 
court to another organization to be used in such manner as in 
the judqment of the court will best accomplish the qeneral 
purposes for which the dissolved orqanization was organized. 
However, an organization does not meet the oraanizational test 
if its articles or the law of the State in which it was created - ,- ., ; d --t h--- at its assets would, upon dissolution, be distributed 
LG its members . . or shareholders." . . . .. 

Revenue Kulino 71-395, 1971-2 C.B. 228 states that a cooperative 
art 'q$.lerr formed and operated by a group of artists for the 
purpose of exhibiting and sellinq their works does not qualify 
for exemption under section 501(c)(3) of the Code because it was 
engaged in showinq and selling only the works of its own members 
and was a vehicle for advancin~ its tt,embers' careers and 
promoting the sale of their work. The qa1;ery serves the 
private purposes of its members, even though the exhibition and 
sale of paintings may be an educational activity in other 
respects. 



-- (i .- 

I n  Revcriue Rcr l -na  ?b-152. 1776--.I C:.P. 1.51. a a roc to  o f  at,-t- 
~ a t r o n s .  f carmed a n  n r o z . n i z a t i o n  t o  promclte ccgmmuni t v  
u n d c r s t a n d i n q  of inadern  a r t  t r e n d s .  I t s  sole a c t i v i t v  w a s  t o  
select  m ~ d e r n  a r t  v:*r.b;s o f  local a r t i s t s  f o r  e x h i b i t  t its 
q a l l e r y  a n d  f o r  p o s s i b l e  s a l e .  T h e  a a l l e r v  w a s  o p e n  t o  t h e  
g e n e r a l  p u b l i c .  k modern  a r t  w o r k  o f  a n y  l o c a l  a r t i s t  is 
e l i g i b l e  f o r  c o r , s i d e r a t i o n  f o r  e x h i b i t i o n .  I f  s e l e c t e d .  t h e  
a r t i s t ' s  w o r k  is d i s p l a y ~ d  on a c o n s i q n m e n t  b a s i s  w i t h  t h e  
a r t i s t  s e t t i n a  t h e  s e l l i n q  p r i c e .  The  a r t i s t s  h a v e  n o  c o n t r o l  
ovel- t h e  o r g a n i z a t i o n  o r  i ts s e l e c t i o n  p r o c e s s .  The  
o r - g a n i z a t i o n  r e t a i n s  a t e n  p e r c e n t  c o m m i s s i o n  on  s a l e s  w h i c h  
w e r e  s u b s t a n t i a l l y  less t h a n  c u s t o m a r y  c o m m e r c i a l  c h a r q e s  a n d  
w e r e  n o t  s u f f i c i e n t  t o  r e c o v e r  t h e  c o s t  o f  o p e r a t i n g  t h e  
g a l l e r y .  T h e  o r g a n i z a t i o n  a t t e m p t e d  t o  m a k e  u p  o p e r a t i n q  
d e f i c i t s  by s o l i c i t i n a  c o n t r i b u t i o n s  f r o m  t h e  g e n e r a l  p u b l i c .  
I t  w a s  h e l d  t h a t  t h e  o r q a n i z a t i o n  d u e s  n o t  q u a l i f y  f o r  e x e m r t i o n  
u n d e r  s e c t i o n  5 0 1 ( c ) ( 3 )  o f  t h e  Code  b e c a u s e  t h e  a r t i s t s  w e r e  
b e i n g  d i r e c t l y  b e n e f i t e d  by t h e  e x h i b i t i o n  a n d  s a l e  o f  t h e i r  
w o r k s ,  w i t h  t h e  r e s u l t  t h a t  a m a j o r  a c t i v i t y  o f  t h e  o r q a n i z a t i o n  
is s e r v i n g  t h e  p r i v a t e  i n t e r e s t s  o f  t h o s e  a r t i s t s  whose  w o r k  are 
d i s p l a y e d  f o r  s a l e .  

R e v e n u e  R u l i n a  66-178, 1966-1 C.B. 138, h o l d s  t h a t  a n  
o r g a n i z a t i o n  t h a t  f o s t e r s  and  d e v e l o o s  t h e  a r t s  by s p o n s o r i n g  a 
p u b l i c  a r t  e x h i b i t  a t  w h i c h  t h e  w o r k s  o f  unknown but p r o m i s i n g  
a r t i s t s  are a r a t u i t o u s l y  d i s p l a y e d  may q u a l i f y  f o r  e x e m p t i o n  
u n d e r  section 5 0 1 ( c ) ( S )  o f  t h e  Code .   he o r q a n i z a t i o n  d o e s  cot  
se l l  or  o f f e r  t h e  d i s p l a y e d  w o r k s  f o r  sa le .  

A s  i n  R e v e n u e  R u l i n g s  71-395 a n d  76-152. t h i s  o r g a n i z a t i o n  is 
b e i n g  u s e d  a s  a v e h i c l e  f o r  a d v a n c i n g  its members '  careers a n d  
p r o m a t i n q  t h e  s a l e  o f  t h e i r  w o r k s .  T h e  a r t i s t s  a r e  b e i n g  
d i r e c t l y  b e n e - : i t e d  by t h e  e x h i b i t i o n  a n d  s a l e  o f  t h e i r  w o r k s ,  
w i t h  t h e  r e s u l t  t h a t  a major a c t i v i t y  o f  t h e  o r u a n i r a t i o n  is 
s e r v i n g  t h e  p r i v a t e  i n t e r e s t s  o f  t h o s e  a r t i s t s  whose  w o r k s  a re  
d i s p l a y e d  f o r  s a l e .  T h e r e f o r e ,  y o u r  o r q a n i z a t i o n  is n o t  
o o e r a t e d  e x c l u s i v e l y  f o r  5 0 1 ( c ) ( 3 )  p u r p o s e s .  

A c c o r d i n g l y ,  w e  c o n c l u d e  t h a t  y o u  d o  n o t  m e e t  t h e  r e q u i r e m e n t s  
f o r  e x e m p t  s t a t u s  u n d e r  s e c t i o n  501 ( c )  ( 3 )  o f  t h e  Code  a n d  
p r o p o s e  t o  d e n y  y o u r  r e q u e s t  f o r  e x e m p t i o n  u n d e r  t h a t  s e c t i o n .  

You are  r e q u i r e d  t o  f i l e  a t a x a b l e  r e t u r n  Form 1120 o r  1041 w i t h  
t h e  D i s t r i c t  Director  of I n t e r n a l  R e v e n u e  S e r v i c e .  P l e a s e  s e n d  
t h e  r e t u r n  t o  t h e  I n t e r n a l  R e v e n u e  S e r v i c e .  P.O. Box 1680, 
G e n e r a l  P o s t  O f f i c e ,  B r o o k l y n ,  NY 112Cr2. 

C o n t r i b u t i o n s  made t o  YOU are n o t  d e d u c t i b l e  by t h e  d o n o r s  as 
c h a r i t a b l e  c o n t r i b u t i o n s  .1; d e f i n e d  i n  s e c t i o n  170(c) o f  t h e  
Code .  



i i  v o c r  ur:~ n o t  aaree  w ? , t h  t h 2 . s  dc: , !3er-rnin3t .m.  './o!.! m 3 . i  r-r-n!.!~.iri:. a 
C m n f e r e n c e  v r i  t h  t h e  Re q i . nna  1  D i r e c t o r  o f  ~ p p e ~ l s  b\,/ p r c i r r l ~ t i n o  
i n  ai-cor-dance w i t h  t .he  e n c l o s e d  ~ n s t r r - ! r t . ~ . o n s  within 3ii da..ls. 

F r o t e s t s  s r ~ b m i  t t e d  w h i c h  d o  n o t  c o n t a i n  a 1  I. t h e  d o c ? . t m e n t a t i o n  
s t a t e d  i n  t h e  i n s t r ~ ~ c t i o n s  w i l l  b e  r e t u r n e d  fo r  c o m n l e t i o n .  

I f  w e  d o  n o t  h e a r  f r o m  vou w i t h i n  t h a t  t i m e  t h i s  d e t e r m i n a t i o n  
w i l l  b e  c o n s i d e r e d  f i n a l  a n d  t h e  a p p r o p r i a t e  S t a t e  n f f i c i a l s  
w i l l  b e  n o t i f i e d .  

I f  y u u  d o  n o t  p r o t e s t  t h i s  p r o p o s e d  d e t e r m i n a t i o n  i n  a t i m e l y  
m a n n e r ,  i t  w i l l  b e  c o n s i d e r e d  by t h e  I n t e r n a l  R e v e n u e  S e r v i c e  a s  
a f a i l u r e  t o  e x h a u s t  a v a i l a b l e  a d m i n i s t r a t i v e  r e m e d i e s .  S e c t i o n  
7 4 2 8 ( b ) ( 2 )  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  p r o v i d e s  i n  p a r t  t h a t  " A  
d e c l a r a t o r y  j u d g m e n t  o r  d e c r e e  u n d e r  t h i z  s e c t i o n  s h a l l  n o t  b e  
i s s u e d  i n  a n y  p r o c e e d i n q  u n l e s s  t h e  Tax  C o u r t .  t h e  C l a im= .  C o u r t ,  
o r  t h e  D i s t r i c t  C o u r t  o f  t h e  U n i t e d  S t a t e s  f o r  t h e  D i s t r i c t  o f  
C o l u m b i a  d e t e r m i n e s  t h a t  t h e  o r q a n i z a t i u n  i n v o l v e d  h a s  e x h a u s t e d  
a d m i n i s t r a t i v e  r e m e d i e s  a v a i l a b l e  t o  i t  w i t h i n  t h e  I n t e r n a l  
R e v e n u e  S e r v i c e .  " 

D i s t r i c t  D i r e c t o r  

E n c l o s u r e :  P u b l i c a t i o n  892 


